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Assistant Director, Current Intelligence # July 1961
Assistant Director, Ressarch and ‘anpnru

Comments on -2 Paper, “iffecte of the Partial Blockads Against
Communist Chine and Probable Effects of a Complote Blockede™

1. The attached draft paper from G2 gives a brief summery of
export control developments aznd their effects on the Chinsse eocnomy.
htiention, however, is called to a number of points whioh require
elarification,

Para, 1

Following the outbreak of hoatilities, the U.8. stopped shipments
of all strategic matertels to North Kores. No irmediste notion was
taken to chenge controls on exports to Communist Chine. On July 20,
1980, the U.5. canpelled sll outstanding licenses covering items on
strategio lists which had been velidsted for shipment to Communiat
China. Effective December 8, 1950, e complete embargo was placed on
all U.8. shipments to China., It is inaccurste, however, to refer te
81l of the U,S. liste as "embargo” lists. In June 1950 the only
Y.8. list which erj.dﬁd for @barﬁg was the U.5. la. The U.5., 18
1ist technioally imposed quantitative restrictions only, but thers
wRE a presumptlon of denial for shipments to Communist countries R4

Para, 2

Although certain items were under coutrol as sarly sas July 1960,
other equally important stratezic materisls were not placed under
restriotion by British authorities, and it wes +« therefors, nol neo~
essary for the Chinese Communists to resort to clandestine operations
%o obiain them through Hong Keng. among these uncontrolled items were
sopper wire, sheet and plate, and aluminum sand zinc. It was considered
&t that time that the "embarge” would have 1ittle effect on the
"Communist buylag spree” aand that immediste considerstion should
be given to further development of speoial lists of strategio items
which would be designed to restrioct sffeotively the wer potentiel
of Communist-doninated sress in the Far East.

Pera. 3

Although 1t is true that the imposition of controls on shipments
of rubber to Chine would not directly affect Chinese cepebilities,

p Ua.6» 1ists recently have been re-eodified and designnted us
US List I snd US List IA (embarge) snd US List II end US List IIB
{quantitative centrol).
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the point should de made that rubber controls may well sffect
eapubilities of the Soviet bloo including China, since thers iz
svidense of transshipment to the Soviet Union of & conaiderable
quantity of the 134,000 tons oited in the paper. 7This is sub~
stuntiated by the fact that 134,000 tons are far in exoess of
Commanist Chiua's normsl reguirements, and by evidence that ae
Chine begean purchasing rubber in large quentities, Soviet purchases
were reduced scoordingly.

Fore. 8

Regquiremants indloated in the draft peper appesr low; current
military and oivil sonsumption rangss betwesn 5 and 7 million barrels
annually. It should be pointed cut that there have been sontinuing
reports of clandestine movements of petroleum produots through
Hong Eong {(often puper transfers) either to Meseo or the Chinese
mainland, Besause of recently sccslerated mmuggling of products
through Mmcao,2/ the CONGEY at Hong Kong believes that evidence
siready developed against the Hacaon Government is sufficlently
eonclusive to justify the suspension of all U.5. snd Japanese export
liosnses to mcso, except in cases expressly endorsed by the CONGEN.
It is well knmown that due to the recent streasgihening of sontrols
in Hong Kong, the Chinese Communisis heve shifted their clandestine
puwrohasing operstions to other areas, e.g., Indonesia, Buras, end
India.

Fara. €

Reference to the Chinese Communists seekiug "other mesns of
importing needed materiale” (i.e., inecreased deliveries from the
Sevist Union) does not emphasize sufficiently the importases of
Chinese Communist proowemsut of essential materisls from thouse
¥eatern countries not spplying controle as strict as those enforved
by the U.8, Uany Wealern cowniriss--pelgium, France, Luxemburg,
Germany, the UK, snd Italy, to mention but s few--do not consider
sueh trade with Chians to be contrary to the spirit of the UN
Bmbargo Resolution, Neny ltems sent to Chine are considered by
many couniries as "nop-strategic” since they wre not imoluded in
the COOOM embergo lists. Chinese industrisligzation for war does
not require, howsver, items of advansed teohnolegy. Items not
meeting IL-1 definitions include certain materisls and equipment
in the following categories: eteel plate and sngle bars, machinery,
sesmless boller tubes, ball mad roller beerings, milling wachines,
stesm turbinpes, dysstuffs, steel wire, motors and sentrifugal pusps,

!? Taveatigation has revealed the possible existence of & POL
smuggling syndicmte involving the Chinese atelfs of Shell and
Caltex in Hong Kong, &# well as Maceo.
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Sranes, electric power cables. Shi 5 of such materials by
Heatern powers through Singepore to the Chinose mainland sursly
sonstitute "other means” by whioh the Communists are enabled to
bulld their esonomic potentisl for eggression,

Para, 7

It 18 not olemr what is intended by the second sentence of
thie psragraph. It is suggested that the first two paragraphs be
revised to read as follows:

"It is epparent that the effects of the present
partial blockade sgminst Communist Chine have been suf-
ficlently serious to omure the Chinose Communist Goverament
To take wgent sbeps in an attanpt to neutralize the blockads.
A complete Western bhlockade would have an even greater re-
straining influence on Chinese Communiat plens.”

bBeletion of the word “all" in the penultimete sentence, pars-
graph 7, ia considersd advisable since the USSR i sontinuing o
meke shipments by sen.

Para, 8

R oY

It iz suggested that the last paragraph be deleted sg the
subargo conoept as applied to Communist Chinm does not contemplate
embargo by the USSR,

AKX P, MILLIKAW
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